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CHAPTER I 
WTRCDUCTIQH 
The Anerican economy ie dynamic, Meaning in general term# that it 
la characterised by greeth and activity. If Measured by such factors 
as growth of papula tien, number of households, sise of the labor force, 
population capacity, gross national product, and national income, one 
would be forced to conclude that our economy is active and dynaaio. 
One cannot, however, think of eoenonio growth without thinking about 
an increased need for new oapital. Mr. Robert A. Weaver, Jr. points 
out this in his article entitled, "Equity Financing for the Snail Pirn"* 
that experts have estiaated the deaand for new oapital as high as $375 
billion. And of this amount somewhere between $1)0 to $80 billion 
will cone from new equity seourities-an average investment of $7*3 
billion per year. 
Despite the fact that there has been an increase in financing with 
proprietary oapital, only a relatively snail nunber of snail businesses 
have utilised this method. One wonders why. Several reasons are sug¬ 
gested by Mr. Weaver in the sane article Mentioned above, and they are 
listed as followst2 
1. Pear of losing control 
2. Lack of knowledge about how to go about getting such financing 
1 
Francis J. Corrigan and Howard A. Ward, Financial Management Policies 
and Practices (Boston) Houghton Mifflin Co., 1963), p. 57. 
3* Belief that they are "too small” for such a mature 
lu Lack of knew ledge where their appeal to the investor lies 
$• Misunderstanding of the role of the underwriter and distress 
oaueed by the seemingly high fee 
6* overawed by SEC régulations 
7. Lack of understanding and appreciation of the specific 
advantages of equity financing 
In a study conducted by Loughlin F* McHugh* he points out the fact 
that there was sown evidence that firm would ham been interested in 
suoh financing but did not seriously consider the prospect for a variety 
of reasons • There are two major aspects of the equity question as it 
pertains to snail businesses whioh apparently explains the dearth of 
demand for equity funds, in the first plaoe, most snail businesses are 
effectively shut out fin» the organised equity markets because of the 
generally localised nature of the business and the very high ooet of 
raising Mall amounts of equity funds.^ 
Secondly, a number of studies have found that even if outside 
equity capital were available to email businesses, there would bo con¬ 
siderable reluctance to make use of suoh funds for fear of diluting the 
control or earnings interest in the business. Very often small busi¬ 
nesses are family affaire in whioh the oener does not wish to share 
earnings or control with "outside interests ."^ 
With regard to the lack of understanding and appreciation of the 
advantages of equity financing, Mr. Weemr points out the opportunity 
afforded to enhance credit, to improve working capital position, to 
3 
Loughlin F. McHugh, "Financing Snail Business in the Postwar Period 
Survey of Currant Business, Vol. 31. ( cvmeber, 1931), 18. 
3 
improve the market value of the «took, and to provide a source of funds 
to pay estate taxes. 
Bhhancemsnt of Credit—It is not the intention of the writer to 
discredit borrowed capital because borrowed capital has its own merits. 
But equity capital makes the use of borrowed capital more attractive. 
The equity to debt ratio is improved by equity financing, and it can 
serve as a basis for securing a bargaining position for borrowed capital. 
Improvement of Working Capital—Increasing working capital through 
equity financing for a small business is advantageous. The business is 
freed or relieved from contractual obligations whioh could prove ex¬ 
tremely burdensome if not impossible to meet due to fluctuations in the 
company*s earnings. There is no stated or definite tine when funds 
are to be returned to the owners, but the use of borrowed capital neces¬ 
sitates a drain on funds for the repayment of the principal and often 
tiie balloon payments that accompany them when the sinking fund is not 
adequate to liquidate the debt in its entirety. Financial institutions 
are a bit hesitant about granting loans to small businesses because a 
small business can handle only so much debt, and most small businesses 
utilise borrowed capital as a means of financing. To incur any further 
debt in many instances would be disastrous. Equity financing affords 
the opportunity to increase working capital, and at the same tine re- 
t 
main more flexible. 
Improvement ef Market Value—The market value of the business is 
the most Important test of value. Market value in most eases differs 
_  i  
5 
Charles L. Prather, Financing Business Firms (Homewood, Illinoisi 
Richard D. Irwin, Inc., 1955)# p. 137. ~ 
k 
from book value because it is a reflection of the potential earning 
poser of the investment. Mr. Weaver points out to this effeot that, 
"Market value in small, growing, public companies often exceed book 
value. The original owners' efforts can be rewarded by immediate im¬ 
provement in market value of their stock equity. They oan enhance 
their personal net worth and make their personal holdings more liquid 
or diversified. By contrast, in a closed corporation (particularly 
in the case of minority stockholders) the stock can have no value 
greater than the actual book value, and has no market and often no 
cash value at all.*^ 
Having a market value also helps the company Itself to gros. A 
good record on one issue is evidence of the management *s ability to 
put funds to profitable use. This makes additional financing that 
much easier. Also, in some circumstances, a market value may make 
the purchase of other companies with stock, instead of cash, an at¬ 
tractive proposition. "If a company puts out an issue at $2.50 per share, 
and the market value increases to $5 while the book value stays the same, 
any purchase by exchange of stock actually costs the company no mors 
7 
than half-price." 
Source of Funds for Payment of Estate Taxes—Equity financing not 
only improves the market value of the stock, but it serves as a source 
of funds for liquidating sudden contingencies that demand cash. If a 
company has a good market value, it can sell seme of its stock to pay 
off emergencies. These contingencies could take the form of estate 
6 
Corrigan and Ward, op. clt., p. 60. 
7 
Ibid., p. 61. 
{ 
5 
taxes caused by the death of the owners of a privately held company. 
Statement of Problem 
As literature indicates, many small businesses are not taking ad¬ 
vantage of the opportunities which equity financing affords. Since a 
number of advantages for doing ao can be enumerated, one wonders why 
this avenue has not bam more fhlly explored. Taking into consideration 
the fact that small businesses are the backbone of our deaoorsoy or 
the very cornerstone of our economic system, it is important that much 
o oncer n is gens rated aa it relates to keeping these businesses healthy 
and graving. There are b,000,000 such businesses in the United States. 
They provide employment for s large percentage of the population, and 
if they art to remain healthy and growing, large amounts of eapital 
will bo required. This objeoüve must corns from equity financing. 
At noted earlier, two main reasons for hesitancy to use equity 
financing are fear of losing control and the required know-hoe. This 
paper aims to provide, in a small measure, an answer to the above. 
Chapter III will be devoted to the control factor. Chapter II will 
present information about determining s reasonable price for stock and 
present formulae to bo used in arriving at a reasonable price. Chapter 
IV will furnish information as to the procedure to be followed in finan¬ 
cing with common stock. 
Limitation of Its Scops and Significance 
Since most businesses can be categorised as small, this study will 
confine its definition of a small business as a firm that has assets of 
$250,000 and can utilise blocks of stock which range from $109,000 to 
$300,000* The writer is aware of the fact that equity capital includes 
preferred stock, common stock, and retained earnings. But equity 
capital as used in this study will be limited to common stock for the 
following reasons! 
1, Since it the purpose of this study to encourage businesses 
that hare been reluctant to utilise equity financing, this study will 
confine its attention to common stock because common stock is the first 
8 
stock a corporation issues, 
2, Common stockholders must approve the issue of preferred stock 
before it can be floated, 
3, The decision to utilise preferred stock as a means of financing 
does not depend entirely upon the pros and cons of alternative means of 
financing, they depend also upon the kinds of features that must be 
9 
included in preferred contracts. 
U, As a source of assets, the owners of common stock make further 
contribution to corporate assets because of the risks that they as 
common stockholders assume, 
5, Financing with retained earnings oan not only rival, but out¬ 
rank financing with common stock. But this is only possible if a com¬ 
pany has a good earning capacity and is able to retain its profits in 
surplus accounts. This is usually a slow process and rarely fast enough 
to compete with a company's needs for additional financing, 
8 
Raymond P. Kent, Corporate Financial Management (Homewood, Illinois! 
Richard D, Irwin, Inc., i960), p, 351. 
7 
Thla study «111 deal specifically with the problems of determining 
a price for stock, analysing the effect that financing with coraaon stock 
has upon oontrol, and formulating procedures that can be used by busi¬ 
nesses who are desirous of utilising equity financing. 
Method of Procedure 
This study will first sake a preliminary investigation and examination 
of all materials relating to equity financing* After this Information 
has been studied and analysed, significant facts and interpretations will 
be sought in making generalisation and conclusions. Cases and illustrations 
will be used to substantiate our conclusions. 
CHAPTER II 
COMMON STOCK VALUATION 
Equity financing affords many opportunities for small businesses, 
but for those businesses that are utilising equity financing for the 
first time and hare no established market for their steok, it is im¬ 
portant that seme attention be given to determining a reasonable price 
for common steok. 
From oases previously studied, companies like Burke Candy and S. 
Morgan Smith are examples of small businesses that mere confronted with 
the problem of establishing a market value for their atoek. Both of 
these companies mere able to arrive at a successful market value for 
their stock. 
Since the price at which an issue is floated can determine the suc¬ 
cess or failure of an issue, this chapter will deal with factors to be 
considered in determining a reasonable price for steok and present 
formulae that take these factors into consideration. 
In determining a method of valuation, it is believed that the stand¬ 
ard method of valuation of a business would constitute the capitalising 
of expected future earnings or dividends at an appropriate rate of re¬ 
turn. Expected earnings would be averaged over a period of years, and 
a capitalisation rate would be applied to the earnings and dividends. 
The capitalisation rate would be influenced by the quality of the busi¬ 
ness. It is also important to note that in arriving at a proper val- 
9 
uation, In formal or legal valuation proceedings aphasia la placed up¬ 
on the earnings factor primarily. Although prise attention la focused 
upon the earnings factor, equal «eight ia placed upon the expectable 
dividends. Asset values become significant only «here the tangible assets 
are very lee in relation to eaming-pover value or «here the net cur- 
10 
rent assets exceed the earning poser value. 
Projection of Earnings 
There are different methods that can be used in an effort to try to 
determine «hat the future earnings of a firm «ill be. The company’s past 
earnings record can be used to serve as a basis for future projection of 
earnings. The job of determining «hieh of theso earnings «ill be selected 
from the record in order to bring about the most valid estimate «ill be 
the task of the analyst. 
By oxamlnl ng the record of the company's earnings, the analyst can 
compute the company's average earnings by combining the peak earning and 
Ice earning years. This average can be used to project «hat earnings in 
a future period «ill equal. 
Another method that deals with the past ownings record is based upon 
the selection of certain years as a starting point, and to this selection 
an arbitrary percentage is applied. For exaaple it may be assumed that 
average future earnings may be $0% higher than those of 19bO-19liU, or 
Z% lass than those of the years 191*9-1953 
Another method of projecting future earnings is called the scientific 
10 
Benjamin Graham and David Dodd, Security Analysis (New Tories Ronald 
Proas Company, I9I4O), p. 1*10. 
11 
Ibid., p. I1I3. 
10 
method. This method involves taking or developing the figure from the 
estimated sales, operating expenses and non-operating expenses, taxes, 
and senior charges. To arrive at a sales figure, the estimated physical 
volume is multiplied by the expected average selling price. The expenses 
may be sorted out by categories-labor costs, material costs, overhead, 
12 
eto. or they may be covered by a single estimate of the profit margin. 
For estimating future earnings , the best guide is records of past 
earnings and their trends, together with consideration of changes shioh 
13 
are likely to occur in conditions shich affect earnings. 
The Concept of Earning Power^ 
Since in the valuation process, the prime emphasis is placed upon 
the earnings factor, it is important that some attention is focused upon 
or given to the concept of earning poser. The concept of earning poser 
tends to combine actual earnings that are reflected over a period of years. 
It is also expected that unless some unusual circumstances intervene, these 
earnings mill continue in the future. Why is it important that these earn¬ 
ings represent a reflection of a number of years? It is important that 
those earnings reflect the performance of a number of years because during 
this period of time there mill be a repeated performance rather than a 
single occurrence. A single occurrence mould by no means give a valid 
appraisal, nor mould it tend to be impressive. Secondly, the influence 




Willard Qinder, •Valuation of Common Stock," Journal of Accountancy, 
Vol. 82, (December, 19U6), p. U73. 
1U 
Graham and Dodd, op. cit., p. U17 
n 
be absorbed by a longer period. 
There is a difference between an arithmetical average that ia derived 
from an assortment of disconnected figures and a •normal or modal* average 
in that the annual results of a normal average shoe a definite tendency 
to approximate the average. The contrast betsesn these different types 
1 ' ‘ 1 • • ' ‘ ' y\ ‘ V ; ! ' > ' * 
of earning poser can be seen perhaps more clearly from the example in 
Tablo 1 below. 
Table 1. Adjusted Earnings Per Share 1923-1932 
Tear S. H. Kress Hudson Motors 
1923 $3.39 $5.56 
192U 3.06 5.09 
1925 U.12 13.39 
1926 U.65 3.37 
1927 5.26 9.0k 
1928 5.76 8.1*3 
1929 5.92 7.26 
1930 U.li9 0.20 
1931 U.19 1.25(d) 
1932 2.80 3.i*5(d) 
10-yr. av IU.36 IU.75 
In the Table above, the average earnings of $1*.50 per share that is 
shown by S. H. Kress reflect only slight variations from the norm. There¬ 
fore, the figure can be said to be indicative of the earning poser of the 
company. But if se observe oarsfully the average earnings of the Hudson 
Motors, it can be readily seen that there is a side variation in the figures. 
Consequently, it can be concluded that the oospany’s future earnings sill 
not have any real relationship to this average. 
12 
Current Earnings M a Bagla of Market Prices 
Prior to the tine in which we new live, the market level of common 
stocks has been governed by their current earnings rather than by their 
long-term average. Because mors emphasis was placed upon current earnings 
than on long-term average, there have been wide fluctuations in common 
stock prices. Whenever there is a change in earnings as it relates to 
years, there is a parallel change in the price of the stook. Just be¬ 
cause a business might earn twice as much in a boom year as it does in 
poor times, this is by no means an indication or cue to mark up or 
1< 
down the value of its capital investment. 
“Since 191*0 the market’s emphasis on current earnings appears to 
have diminished to an extraordinary degree." The period from 191*0 to 1950 
represented one of unusual prosperity and large corporate earnings. But 
despite the increase in earnings and the period of prosperity, the records 
shoo that the valuations registered on the stock exchange did not fluct¬ 
uate in the same direction as those of earnings. This can be shown by 
a comparison of the earnings, dividends, and market-price range of the 
, . 16 
Dew-Jones Industrial Average for 191)0-1949. 
This comparison is shewn on the next page in Table 2. 
15 
Ibid., p. 1*27. 
16 
Ibid., pp. 1*28-1*29. 
13 
Tabla 2. Ten-year Earnings, Dividends, and liarket Prices 
of Dos-Jones Industrial Average 
Tear Earnings Dividends Yearly Range of Prices 
191*0 10 .91* 7.00 111.8 - 152.8 
191H 11.50 7.39 106.3 - 133.6 
19U2 9.18 6.52 92.9 - 119.7 
19U3 9.81* 6.31 119.3 - 3JU5.B 
19U1* 10.05 6.52 131».2 - 152.5 
191*5 10.56 6.69 151.U - 195.8 
19U6 13.63 7.50 163.1 - 212.5 
19U7 18.80 9.21 j 163.2 - 186.9 
19U8 23.07 11.50 165.1* - 193.2 
19U9 23.51» 12.79 161.6 « 200.5 
Average $11».10 $8.11» 
f ( ; v. 
159* 
Average of highs and loss 
From the above table one can readily see that the stock narkst remained 
somewhat cautious during this period. Graham and Dodd points out the faot 
that this could be possibly attributed to reduction in speculative activity 
that was caused by severe restrictions upon marginal trading. From all 
indications the average price level of the stock was based upon future 
„ 17 
earnings rather than current or imediate earnings. 
It could be concluded then that if the current earnings have a deter- 
mining influence upon the fluctuations in the price of common stock, major 
attention should be given to these figures. However, one can further coor 
elude that currant earnings alone do not represent a reliable indication 
as to what the long-term value of a security will be. Average past earn¬ 





as it relatas to determining the long-term value of a security. 
The Dividend Rate as a Market Factor 
In arriving at stock values, more attention is focused upon abat the 
dividend is, and upon the potential dividend, than on a hat it should be. 
In order to arrive at a value or valuation technique, the dividend polioy 
of the conpanyalll be considered as a basic determinant of the dividend 
factor. If a company has an unfavorable dividend polioy, the market prioe 
of the stock aill remain depressed. But if the policy Is subject to change, 
ahether the change is the result of initiative on the part of management or 
pressure from the stockholders, it aill be reflected by a change in the 
19 value of the stock. 
The average dividend paid by a common stock has a major influence 
on its average market price. Other things being equal, the higher the 
dividend, the higher the price. If tao companies have the same earning 
poser and are otherwise in the same general position, the one paying the 
larger dividend aill invariably sell higher. 
The records of past dividends disolose the dividend policy of the 
company and enable one to make an Informal guess as to probable future 
20 dividends based on probable future earnings. 
"In 1939-19h7, Reading Company paid a dividend of $1, against average 
earnings of $U.25>. Its average price aas $18. In the same period Penn- 
slyvania Railroad earned only $3 .51*, but it paid an average dividend of 
$1.83. Result* its average price was 26£. In 191*5 alone, Reading earned 
18 
Ibid., p. 1*30. 
20 




$5*59» paid $1» and its average pries was 2In that year Pennslyvania 
earned $3,72, it paid $2j, and its price was 1*0. By oontrast, when 
Reading’s dividend was raised in 191*3 and that of Pennslyvania was reduced, 
21 
they promptly reversed their price relationship.» 
Relation of Dividend Rate to Appraisal Value 
The outside, or public stockholder gets no tangible, realisable benefits 
from his investment except by way of dividends received or through an increase 
in market prioe. The increase in market prioe is usually dependent upon the 
dividends received. If we were to assume that the business will continue 
indefinitely, the importance of earnings is confined to their effeot on 
dividends, either ourrent or future. For example, If a person who is 
interested in investing in the onmership of a business had any such doubts 
that the profitable business was never going to pay a dividend, the value 
of the stock would sot be very meh ee far ae he was concerned. Therefore, 
the present value ef any common stock issue would be influenced by the 
22 
expectable future dividende. 
The Capitalisation Rate for Burnings and Dividends 
To apply the "capitalisation of earnings" method of valuation, two 
factors aust bo determined or estimated* the prospective earnings and a 
suitable rate of capitalisation. As stated previously, future earnings 
are usually based upon the record of paet performance. The record is 
21 
Graham and Dodd, op. oit., p. 1*31* 
22 
Ibid., p. 1*33. 
16 
adjusted to reflect such changes that are contingent in the future» such 
as changes in managerial compensation, and likely changes in market or 
operating conditions. This adjusted figure of the past is used to arrive 
at an estimate of average future earnings, and it is then capitalized by 
dividing it by a suitable rate of interest. This is called the rate of 
capitalization. For example, if the estimate of average earnings for 
the year is $l»£0,000 and the rate of capitalisation is 6$, a valuation 
of $7,500,000 is obtained.2^ 
In choosing a rate of capitalisation, the rule-of-thumb is used 
in many practical situations. The capitalisation rate of 10$ is considered 
to be the rule-of-thumb. Another approach is to observe the capitalisation 
rate used by the securities market in capitalising earnings of similar 
9), 
or comparable corporations in the relation of earnings to market price. 
Qenerally speaking, the choice of a capitalisation rate is determined 
by the relative certainty of the estimated earnings aotually being realised. 
The potential buyer who feels soamwhat certain that prospective earnings 
mill be realised, the more he mill be milling to pay for a claim to the 
earnings. But if there is a great deal ef uncertainty, the buyer mill 
demand a high rate of return. For example, in a small company that pro¬ 
duced a highly compétitive item, the buyer of stock may insist on a 
price mhlch mill yield a return of 25$ on his investment. To illustrate 
this, if his estimated earnings in a company mere $5*00 per share, he 
mould capitalise them at a rate of 25$ and the valuation ef one share of 
stock mould be $20. 
23 
Harry Q. Quthmann and Herbert B. Dougall, Corporate Financial Policy 





la this example it oan be eaid that the rlak justifies a value offeur 
times earnings.*2^ 
According to Oreham and Dodd, the suggested formula for railroad and 
industrial common stocks excluding possible adjustment for asset values 
is as follows* 
Value * earnings multiplier x (expected dividend 1/3 expected earnings) 
V «11(2/3 E*l/3 E) ■ X x E 
•In this formula the multiplier taken is that which would be applied to 
the earnings alone if the expected dividend is at a •normal" pay-out 
rate of two-thirds of earnings. In that esse the formula reduces té the 
oonventienal one V - M(2/3 £+-1/3 E) « X x S 
On the other hand if the pay-out la more then two-thirds, the value will 
exceed MxE) and conversely If the pay-out is bales two-thirds, and all 
the earnings are distributed the value becomes V « it/3 X x E 
If nothing et all is distributed, it becomes V « 1/3 X x E Per exemple 
assume Companies A, B, C, D, and B ell have expected average earnings of 
|6 per share end a normal multiplier ef 12. The expected average divi¬ 
dende, however, are respectively Ht, $5, $2, $6, end aero-the latter a 
highly improbable assumption. Substituting 12 for H, 6 fer S and the 
various dividends for D, the formula produces the following variations 
for the five companies. 
Company At T ■ 12 x U+12 x 2 « 72 
Bt V • 12 x 5+12 x 2 • 8U 
Cl V«12x24l2x2«li6 
D* V«12x6-fl2x2«96 
St V « 12 x 0+12 x 2 « 2U 
25 
Pearson Hunt, Charles X. Williams, end Oordan Donaldson. Basic Business 
Figeage (Homewood, Illinois* Richard D. Irwin, Ino.,\961), pp. 5^-550. 
18 
This formula Involves the assumption that a dollar paid out In dividends 
has four times the * eight In the valuation process as the same dollar 
retained In the business. (This is demonstrated by the ratio of the values 
derived In the tee extreme eases of 100$ and sere pay-outs as In Companies 
0 and E above 
Teeters Affecting the Capitalisation Rate 
There are threw factors that affeet the capitalization rate* and they 
are those associated with the future grosth of the business, those that 
reflect the stability of the business, and those that relate to the pay¬ 
out- ratio. 
It is said that ths principal factor causing a lew capitalisation 
rate is the stability of earnings. The higher the degree of assurance 
that a specified income sill continue in the future, the higher the capi¬ 
talized value of the income.^® 
Earnings that are retained in the business do not have as much valus 
attached to them as ths value placed upon realizable benefits received 
on an investment in the form of dividends. This is reflected by the 
higher price-earnings ratio of a company that distributes a large portion 
of its income than the stock of one that has a low «pay-out'* ratic.^ 
The Asset-Value Factor in Common Stock Valuation 
Book value is more meaningful «hen it is applied to current assets, 
26 27 
Graham and Dodd, op. eit., pp. U5U-U55. Ibid., p. 510. 
28 29 
Ibid., p. 511. Ibid. 
19 
and it is less aeaningfal «hen It is applied to intangible assets. Book 
vaine is used hoe ever, as a factor in arriving at an acceptable price for 
an item. The greatest weakness of the book value method is that it tends 
to refleot historical costs, and historical costs nay or nay not have 
much significance te the current value of an iten.^0 
Asset values are ordinarily of minor isportance in appraising the 
common stocks. Why is this so? This question oan be anseered by re- 
numbering that the stockholder is concerned about receiving value for 
his investment. This value does not depend upon asset value because 
the realisable value that a stockholder reoeives for his investment is 
derived from earnings. Consequently, there is no convincing relation¬ 
ship between asset value and earnings."*1 
Aside from the above mentioned observations, there are three reasons 
why little weight is given to asset values in the publicly-owned business 
rather than in the private-owned. The first reason is that the asset 
value of common stock is often unreliable, and this unreliability could 
come from amounts for intangibles in the plant-account total. The seoend 
reason is that in the publicly-owned business, the true worth of physical 
assets is influenced largely by their earning power. If a company is not 
realizing a profitable operation, the value of the plant or machinery may 
be very low. The third reason is that ownership in a private undertaking 
is generally Identified with the control of that business. Consequently, 
what the net assets are worth, plus good-will, if any, is more or less 
the sans thing as what the business is worth. 
30 
Charles L. Prather, Financing Business Firms (Homewood, Illinois} 
Richard D, Irwin, Inc,^ pp.l»68-b69. 
31 32 
Graham and Dodd, op. cit., p. U77 ibid., pp. U77-U79. 
20 
Book value takes on significance in valuation when it is possible 
to buy shares at a discount below the valuation figure. Secondly, the 
margln-of-safety factor, is derived from the ability to buy for less 
than the indicated figure. Third, there is the insurance factor which 
« 
serves to guard against individual mischances. 
"The fhture net-asset value of e common stock 1st (1) its present 
net-asset value increased by (2) the excess of future earnings over dividends 
or decreased by (3) the excess of future dividends over earnings and ad- 
31* 
Justed for (U) any changes in Mitt values not reflected in earnings.» 
Formula for Valuation 
Item 1. Estimated average earnings per share for suoooeding period 
of 20 years. Examples 7U.18 
2. The portion of item 1 which is attributable to goodwill equals 
item 1 minus 6£(variable) of the present adjusted net-asset 
value per share. Sxaaplei 7l*.18 - ( .06 x 1*53.39) s $1*6.98 
3* The goodwill value per share s item 2 x 5(variable) 
Examples $ x 1*6.98 s $23lw90 
1*. The present adjusted net-asset per share plus the goodwill 
value per share is the present fair valus par share as determined 
by this formule 
Examples 1*53.39-1-23U.90 - $688.29 
"In the valuation formula above, elements which may be changed to suit 
the requirements of e situation or the desires of the client or interested 
parties are marked (variable). The other elements are also variable but 
it is sssusmd that they have been obtained by application of the principles 
mentioned in the discussion.»^ 
33 




Olndsr, op. oit.» p. 1*76. 
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In this chapter on stock valuation, attention has been focused upon 
those factors which play an important part in determining a value for stock* 
The prime factor to be taken into consideration is earnings* Sarnings 
are the prime factor because the dividend factor and the capitalization 
rate are based upon earnings. 
In seeking to project future earnings, the conpany's past record Is 
used as a more valid basis. This is done by combining a number of years 
which reflect repeated occurrences rather than a single occurrence. This 
period is chosen in order to absorb fluctuations in income caused by the 
business cycle. 
The dividend rate is an important factor because the dividend paid 
has an influence upon market price* The market price usually changes as 
does the dividend factor. The higher the dividend, the higher the market 
price* 
The capitalization rate is determined by estimated earnings being 
capitalized at a suitable rate of return. The general rule-of-thumb is 
10%, The capitalization rate is affected by growth, stability, and the 
pay-out ratio* 
Book value is not very significant in arriving at a price for stock 
because the value of stock does not depend upon book values, but upon 
earnings. Bode value is significant when it is possible to buy shares 
at a discount or when it serves as an insurance factor* 
In arriving at a value for stock, it is important to choose a 
realistic value because the stock has to compete on the open market with 




Now that ae have looked at the factors to be considered in common 
stock valuation and have reviewed smite formulae that can be used in com¬ 
puting a value for stock, *e now turn our attention to another important 
consideration in common stock financing. This ohapter will deal with the 
element of control in an attempt to allay perhaps the number one fear 
that tends to "Jfroeae up” the action of small businessmen when it comes 
to utilising equity financing. 
As we begin to examine the element of control, the first aspect 
that we Kill consider is the danger of loss of control. 
In order to maintain control in a corporation, 51 per cent of the 
issued stock must be in the hands of the group or person that is to have 
the last word in rendering decisions in the administration of the affairs 
of the corporation. This 51 per cent can be owned by one person or it 
can be owned by a family or by other individuals bound together by mutual 
36 
ties or other common interests or pursuits. 
The danger of loss of control becomes a threat or shall we say that 
it has more grounded fear, when 51 per cent or more of the issued stock 
is sold to outside interests, and when the stock is sold in blocks. 
When more than 51 per cent of the issued stock is in the hands of 
36 
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an outsida group, the outside group can present a danger to the loss of 
control which would bo sustained by the aanagenent of the corporation. 
Since each stockholder is entitled to one vote, and usually whatever 
decisions of any major import that are made by management, must bo 
endorsed by the stockholders, the stockholders have within their rights- 
rights which they fall heir to by virtue of their eenership-tha power 
to bo the deciding factor in any decision. 
Not only does danger lie in selling 51 per cent to outside interests, 
but another danger to loss of control rests in the fact that blocks of 
stock are sold to one or more persons. Many times in an effort to main¬ 
tain good public relations, a corporation will sell a block of stock to an 
Influential person in the community. But this could very well prove to 
bo just like giving an individual a "loaded gun" and say, "shootl" 
Recognising the fact that an individual is entitled to one vote for each 
share of stock that he owns, this could pose a serious problem. 
There is also, and I must make tills a general statement because 
each individual is a unique personality and what is true of ones behavior 
is not indicative of all, a tendency on the part of some influential citisens 
to wield their influence in some unethical ways. The danger that undermines 
and holds the control of a corporation in jeopardy when blocks of stock 
are sold to one individual is that the individual not only has "block voting 
poser," but he can also influence other stockholders to rise up in opposition 




Having recognized the fact that there can be danger of lees of control, 
we would like to peint out here that the powers of the stockholders are 
limited when it comes to taking ever the control of a corporation. In 
an effort to vivify this idea, let us examine some of the powers and 
rights of stockholders. 
Bayard Taylor in his book entitled, Financial Policies of Business 
Enterprise describes in detail the powers and rights of stockholders. 
To substantiate my claim that the danger of loss of control is net the 
monster that it appears to be, suppose we look at SOBS of these powers 
and rights as they relate to insuring rather than losing the control of 
a corporation. 
Stockholders have the legal right to one vote for each share of 
stock. Wo demonstrated previously just how powerful this vote could 
beoome and pose a threat to the management sector. But it goes with- 
out saying that never was there an effect without a.cause. Why did the 
danger exist in the first place, and where did this danger have its 
boginning? In answer to this question, we shall conclude that it had its 
beginning when it emerged through the process of selling more than $1 
per cent of the issued stock to outside interests. Since each stock¬ 
holder is entitled to one vote for each share of his stook, he must 
COM face to face with his limitations and inadequacies, if management 
is in possession of $1 per cent of the stock. Consequently, if the 
stockholder decides to come to the stockholders' meeting and vote, or 
if ho decides to vote by proxy, he is limited by the fact that management 
38 
is the controlling group. 
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The stockholders can elect or remove directors of s corporation« 
and they have a right to share in the profits of the corporation. 
Knowledge of this faot that stockholders have the right to elect and 
remove directors of a corporation is appalling to some of those who 
manage the affairs of the corporation. The mere thought that this poser 
or right rests in the hands of the stockholders is accepted by some as 
"SI ON ED, SEALED, AND DELIVERED." But in an effort to dispell the gloom 
of this thought, suppose we ask ourselves another question, just what 
is the average stockholder really concerned about when he invests in a 
going concern? We have to admit that there are indeed exceptions to 
the role; but basically, the average stockholder is really concerned 
about receiving realisable benefits in the form of dividends from his 
investment, and secondarily a chance to vota. If the stockholder is 
receiving his regular dividend, ho will be less interested in participating 
in the management of the corporation. This is particularly true when the 
stock of s corporation is widely distributed among its stockholders. 
Therefore, If the stock of a corporation is widely held, this is another 
way of alleviating the danger of loss of control. It is also to bo 
remembered that the first rule also applies hero. If management owns 
or controls $1 per cent of the corporation's stock, it is in reality, ar 
it has the deciding vote in all of the stockholder'a powers and rights. 
The stockholder has the right to share in the profits of the 
corporation, just because a company has maintained a profitable operation 
doss not entitle the stioicholder to reçoive dividends. The stockholder*a 
right to receive a dividend comes only after the dividend has bean da- 
39 
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clarad by the board of directors. It is only after the dividends have 
been declared by the board of directors that the corporation becomes 
liable for this obligation. If management has maintained a fair 
dividend policy, it can defer payment of dividends in times when the 
corporation needs to retain fonds. Bot here again, we look at it from 
a quantitative standpoint and reemphasize the same pertinent fact. If, 
percentage-wise, management is the controlling group, it can not only 
defer payment of dividends in times of fluctuations when earnings are 
affected by the business cycle and other factors, but it can use these 
funds to engage in ventures or expansion that sill result in stock 
appreciation. 
To illustrate ho* control might be maintained and danger thwarted, 
the following example is a good demonstration. "If a company sells U0JÉ 
of its common stock to the public for a net gain of $250,000, it might 
have as many as 1,000 stockholders, no one with more than a few hundred 
shares, widely held or diversified as to location, types of people, etc. 
If on the ether hand, the same $250,000 is raised by selling the same 
h.0% to a small group, each one of the group has a large personal financial 
interest in the company. It is usually true that at least a few of a 
small group take quite an active interest in the management. Because ef 
their usually large financial interest and the lack of marketability of 
their stock, they are "looked in" and feel that their personal ideas, 
directions, and benefits must be served."^ 
The above illustration points eut the fact mentioned in the fere* 
hO 
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going discussion that equity financing can bo safely utilised without 
stripping the management sector of its control. It is still possible 
for management to remain in control of the corporation, if it distributes 
its stock widely and maintain the controlling percentage. 
Suppose we look at another oase to show how control was maintained 
despite the use of equity financing. 
THE TRUDY CORPORATION 
The Trudy Corporation was organised to manufacture parts for trucks 
and automobiles. The company was organized in 19140, and it had experienced 
rapid growth during the war years. 
The president of the oompany, Ur. Reed, felt that because of the 
rapid growth of the company, the company needed to increase production 
to maintain patronage from their major customers. 
It was estimated that the company would need $1*00,000 to meet its 
present needs for the purchase of equipment and to increase working 
capital. 
Ur. Reed owned 60% of the outstanding stock, and the rest of the 
stock was owned by the employees and officers of the corporation, and 
the public. Fifteen per oent was earned by the employees and officers, 
and the other 25% was owned by the public. The stock was widely dis¬ 
tributed among outside interests. 
In order to meet the company's needs for increased working capital 
and the purchase of equipment, the company had considered several means 
of financing, but was advised to utilize equity financing because of 
28 
the advantages that accompany its use* 
The company decided to float an issue of dtock for $500,000 in 
order to net the needed amount of $1*00,000. The stock «as to be issued 
at the same par value of the company's other stock. 
In order to see the effect of financing upon control, observe the 





December 31, I960 
ASSETS LIABILITIES 
Cash 60,000 Accounts Payable 200,000 
Mkt. Securities $0,000 Aocruals 60,000 
Aect. Roc., net 350,000 Fed. income tax 150,000 
Inventory 600,000 Other current Hab. 1*0,000 
Total current Total current liab. i»5o;ooo 
assets $1,060,000 Common stock 
Plant and equip. 500,000 50,000 shares 9 $20 par 1,000,000 
Deferred costs 100,000 Earned Surplus 230,000 
Adv. to officers 20,000 Total net earth r,23o:oo8 
Total Assets $1,650,038 Total liab. k net worth 1,680,000 
Before financing the control looked like thisi 
Total shares outstanding $0,000 
Hr. Reed 60£ 30,000 
Officers and employees 1$% 7,500 
Outside holders 25$ 12,$00 
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After financing the control looked like this* 
Total shares outstanding 7$«000 
. v .fjp gi ' 
Mr. Bead UO% 30,000 
Officers and employees 10* 7,500 
Outside holders 50* 37,500 
Notice in the illustration that after financing Mr* Reed's control 
was diluted by 20% t and the officers and eapleyees by $%, The outside 
interests' control increased by 2$%, Management and outside interests 
both are in possession of $0% control* 
This brings us to another observation* Where stock is widely held, 
it is possible for a group to hold 20 or 30 per cent of the oomaen stock 
hi 
and still have oontrol* Whore stock is widely distributed among the 
stockholders, there is little danger of groups combining together their 
concerted efforts in revolt against management* As long as management 
is aware of the interests of the stockholders and seeks to protect 
them, it is rarely the case that they will pose a threat te those in 
the administrative capacity. 
Insuring Continuance of Control 
Quthmann and Dougall points out the fact that notwithstanding the 
foot that the problem can pose a problem, there are devices that have 
been designed to maintain oontrol of the corpora tien* "Among the devices 
sometimes used to maintain control after it has been obtained are (a) a 
charter provision that directors shall be elected for longer than one 
111 
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year and only a certain number fleeted in any one year) (b) a provision 
in such states as would permit it, more than a majority of votes be 
required to elect new directors, thereby causing old directors to held 
ever unless opposition of an unusual majority sprang upj (e) the voting 
trust where persons holding a controlling interest deposit their stock 
with a group of trustees, who assure continued control by voting the 
deposited stock, and (d) the holding company, which is a corporation 
created for the purpose of holding the controlling stock of another 
1±2 corporation•* 
Because of the fact that the smaller the issue, the higher the 
flotation costs, Mr. Weaver emphasises the importance of not floating 
an issue loss than $300,000. Exhibit 2 on the following page clearly 
demonstrates how an issue, where U0£ is sold to the public and 60£ 
is maintained in the business, might work out. 
"A company plans to have a capitalisation of 150,000 shares. The 
owners hold 90,000 or 60% of the shares for their equity, which has a 
book value of $200,000. They sell 60,000 or kO% of the shares to the 
public at $5 per share, which will bring in $300,000 ef new capital. 
If flotation expenses amount to $50,000, the proceeds from the issue 
will be $250,000. Book,value will be increased by this amount to a total 
of $1*50,000, and the book value ef the original owners will be increased 
by $70,000. The issue has established a market for the stock, and the 
owners have a market value ef $U50,000 for their 60%, If the stock were 
1*3 
to rise 6$, the market value will be worth $51*0,000 for their holdings." 
1*2 
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Exhibit 2. Exanple of Results of Successful stook Financing 
(IN THOOSAHDS OP DOLLARS) 
$1,000 - . 
before after after 





Th« writer would by no means hare you to bellow* that all iasu*a 
are successful, but It la wary difficult to find many examples of 
unsuccessful issues. in those oases where Issues haws proved unsuccessful, 
Mr Weaver says, » unsuccessful flotations of stock stem from inexperience 
on the part of the company Issuing them. General market conditions could 
cause failure. All of these factors warrant the use of skilled advice In 
public financing, A small manufacturing company had just been reorganised » 
had some new products, and was under now management. The company sought 
advice from an investment house that had no experience in any type of 
original issue. They deoided to offer the stook on a best efforts basis 
at a coot of 10 per cent of the amount raised. When expenses had been 
paid, only a small portion remained for the salesmen. The 10 per cent 
figure was not enough. The failure came from net realising or appropriating 
enough to cover all costs actually involved. But later the company and 
dealer rewrote and re filed a nee offering through a group of email firms* 
aliening ample costs and distribution expenses to bo appropriate d~and had 
M. 
a successful issue." 
In this chapter en control we have leaked at the danger ef losing 
control. By way of recapitulation, wo admit that there la an element 
of danger involved in equity financing. But wa conclude that this element 
of danger does not warrant managers of small firms remaining victims of 
their present circumstances and not sharing in the advantages that equity 
finmtoing affords. 
At long as stook Is widely distributed among the stockholders, and 
management owns at least $1 per c«nt of the outstanding stock, the fear 
UU 
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•f leas of control has no raal basis. Stock is widely distributed 
when it is sold in various geographical locations and when it is 
sold in snail numbers of shares to a large and diversified group 
of individuals. When stock is widely distributed and not sold in blocks 
to individuals, control can be maintained with a smaller percentage 
than $1 per cent. Control has been maintained with 20 and 30 per cent 
whoa stook is widely held. 
Not only can control be retained in the above manner, but devices 
have been designed to further insure the continuance of control. 
CHAPTER 17 
PROCEDURE FOR FINANCING WITH COMMON STOCK 
As stated earlier in ear discussion, tee main reasons given 
why small businessmen are reluctant to utilizing equity financing are 
fear of losing control and lack of knee-tie*. In this chapter, an attempt 
mill be made to outline a procedure for small businessmen to folio* in 
an effort to successfully engage in equity financing* 
Before our attention is confined to the aotual procedure involved 
in financing with common stock, attention must be given to soma of the 
prerequisites that must be evident in preparation for successful fi¬ 
nancing. Ur. Weaver mentions sons of the needed qualifications in his 
article entitled, "Equity Financing for the Small Firm.” The following 
qualifications are needed 
1. A satisfactory earnings record 
2. Good management 
3. Strong growth potential 
U. A product that is cheaper or better in a known market with 
unusally high demand. 
He also maintains that out of these four qualifications needed, growth is 
the indispensable element. 
Size Up Prospects 
In reference to the qualifications needed as listed by Mr. Weaver, 
Mr. Stanley Krusen corroborates the findings by enumerating the followingt 
1*5 
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1. Good competitive position in product performance, management 
and sales. 
2. A franchise in product, patents, or product development 
indicating long-term growth. 
3* At least a brief record of sales and earnings. Sven a growing 
company should be past the promotional stage. 
1*. Well-rounded management, back-stopped by competent younger re¬ 
placements. 
5. Good financial management and good bookkeeping. 
6. Competent accountants familiar with SEC practices. 
7. Skilled and experienced lawyers. 
8. Good commercial banking relationships. 
9. Reasonably harmonious labor relations. 
10. Management who owns a sizable chunk of the company. 
Businesses who are desirous of successfully "going public" must 
realize the fact that it is important that they make a recognized start 
before pursuing this avenue of financing. The company must have a going 
organization, assured of potential customers and a strong demand for the 
preduct. This is consldersd a basic foundation that is adequate enough 
U6 
to build on. 
After the company has been able to measure up to the major qualifi¬ 
cations needed for equity financing, it is then ready te secure expert 
advice in financing with securities. The expert in this area is the 
investment banker. 
As pointed out earlier in Chapter I, one of the reasons as outlined 
by Mr. Weaver why businessmen are hesitant about utilizing equity funds 
1«6 
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as a mans of financing is booauss they misunderstand the rale of the under¬ 
writer and are distressed by the seemingly high fee. Ve pause here nos 
to examine the role ef the investment banker. 
The investment banker, an expert in buying and selling securities, 
acts as a middleman or intermediary betseen the buyer and seller of se¬ 
curities* Re is as a pediatrician, who specialises in the hygiene and 
diseases of children, a specialist who specialises in the acquisition 
and distribution of securities. It is a known fact that the fee to ac¬ 
quire a specialist in any field is usually, and expected to be higher 
than the mediocre person. Suppose we make this analogy. Notwithstanding 
the fact that a mother gives birth to a child and nurtures It, this does 
not automatically equip her te master all of the needs of the child* 
Therefore, this progenitor of life seeks out to acquire the help of a 
speoialist when the child's life is in jeopardy. She realises that the 
life of her child is tee important te experiment with. Many managers 
of the small business seem to feel that just because they are highly 
trained and competent in the technical and administrative affairs of the 
business, they can also handle the flotation ef stock issues. But here 
again, managers ef small concerns must learn that when the life ef a 
business stands in jeopardy for lack of adequate knowledge to master 
its financial needs, this is indeed too important to experiment with* 
The investment banker stands ready, willing, and able to offer this expert 
advice about common stock financing.^ 
The investment banker serves in the capacity of an underwriter. By 
U7 
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serving as an underwriter, he guarantees the success of an Issue and 
exerts his "best efforts" to dispose of the issue. It is to the com¬ 
pany** advantage then to secure the services of an investment banker 
because the sale of the issue is guaranteed to be sold within a specified 
U8 
time and for a stipulated amount* 
The seemingly high fee that the investment banker charges is by no 
means tantamount to the risks and expenses that he as an underwriter 
assumes* Raymond P* Kent expresses this point in his book entitled, 
Corporate Financial Management that underwriting is risky and that 
the underwriter faces three kinds of risks. The fact that they guarantee 
that an issue will be sold for a certain amount within a specified period 
of time, makes it possible that they may have to resell the Issue at a 
price that is lower than the guaranteed price. This price may not be 
sufficient to cover the underwriting expenses* Secondly, in an effort 
to make a market for the securities that he has to dispose of, the invest¬ 
ment banker may find himself flooded with securities. Thirdly, there is 
always the danger of losing the confidence of the customer if an issue 
U9 
should not be as successful as it was anticipated* 
The expenses that are involved in the underwriting process are fixed 
and variable expenses* The fixed caste include advertising, registration 
fees, printing, and legal fees, and the variable costs include commissions 
paid to dealers and salesmen* The cost of underwriting varies with the 
else of the issue, and the larger the issue the smaller the cost of under- 
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«riting. The fee of the underwriter might seem to be high, but the 
advantages of his services outweigh the burden.'' 
Selection of Underwriter 
The problem of selecting an underwriter is not an easy task, and 
the company is faoed with the task of deciding whioh underwriter will 
best suit its needs. In assuming the task of selecting an underwriter, 
çL 
the small company will need guidance to avoid the following pitfallsi 
1. Securing an investment house that is so involved with other 
issues that it will not be able to handle new financing for a period 
of time. This could cause loss of profits. 
2. Allowing too many investment houses the opportunity of examining 
and assessing the issue. 
3. Becoming over or underfinanced because the policy of the invest¬ 
ment house may not be right for the company's particular situation. 
U. Misjudging the timing of the issue. The eonpany should be in 
a period of hope rather than despair. 
5. Failing to furnish the investment house with complete and 
definite information. 
Another fear that small businesses face if the fear of SEC regulations. 
The SEC requires that an application for registration be filed at the nearest 
regional office of the SEC. Certain forms must be filled out depending upon 
the sise of the issue. Regulation A is the form used for those issues up 
50 
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$300,000. This fora generally includes information regarding the name, 
location, type of business, name of directors and officers of controlling 
persons and their interests in the corporation, kind and amount of securities 
and names and addressed of other persons involved in the issue, names and 
addresses of principal underwriters, offering prioe, and commissions and 
proceeds to issuer, and a certified record of the company's financial con¬ 
dition within 90 days of the filing. The regulations may seem a bit lengthy 
and laborious, but all of the requirements aim at the accomplishment of 




After the company has selected an underwriter, it must present a 
proposal to the investment house. The investment house in turn will 
make a preliminary investigation, which will involve looking at the 
company's history, activities, and nature and scope of plans for financing. 
The company will be asked to hand in financial reports, and these reports 
will be analyzed in a more detailed investigation. The detailed invest¬ 
igation will look at the company from a mere thorough angle which will 
include such things as a look at labor relations, administrative setup, 
source of supplies, channels of distribution, and etc. After analysing 
all of these aspects, if the investment banker is satisfied with his find¬ 
ings, he will oeanit himself to serve as underwriter. After the bankers 
corporate officials agree upon all details, they send out a latter regarding 




In preparation for the public offering, the corporation oust perfora 
the following function: 
1» The unissued stock oust be made available for offering. 
2. Its articles of incorporation must be amended to provide 
for the new shares. 
3* A registration statement and prospectus must be drawn up to 
qualify the common stock issue for public sale in accordance 
with the requirements of the Securities Act of 1933. 
U. It must take steps to qualify the issue for sale in various states 
% 
according to the term of their "blue sky-laws." 
After the registration statement has been filed, if it meets the 
requirements of the SEC, investment bankers may desire to form a purchase 
syndicate to share the risks involved* Before the effective date of regis¬ 
tration, the price is agreed upon between underwriters, and the price at 
which it will be reoffered to the public. After the price issue has been 
settled, the selected dealers are ready to sell the securities. The day 
for business is usually following the effective date. 
In this chapter we have tried to enphasize the needed qualifications 
that a business should possess before considering equity financing. This 
is of vital importance, and it cannot be emphasises too much. It is also 
very important for a company to secure competent advice after it measures 
up to the qualifications needed. After a competent underwriter has been 
secured, he will direct the actions of the company as it relates to pro¬ 
cedure. 
The fear that relates to the regulations of the SEC need no cause 
any great alarm, because they are only steps toward insuring the best 
5U 
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interests of all concerned. In many instances the requirements of the 
SEC prove to be advantageous to the coapany for other reasons. 
The investment banker's role in handling security issues is an 
invaluable service, and the fear of SEC regulations are unnecessary, 
and lack of knoe-hoe oan be easily corrected. Taking all of these 
fears into consideration as they relate to equity financing, ue conclude 
that ehila they night generate some concern and forethought, they should 
not, by any means, cause a business to hesitate to share in the advantages 
that equity financing affords. 
CHAPTER ? 
SUMMARY AND CONCLUSIONS 
The purpose of this study Is to acquaint prospective users of equity 
financing with the advantages of this mans of financings ta provide in* 
foras tien about sem of the problem involved in utilising this mans of 
financings and to fomulate a procedure to bo foUeeed in "going public*" 
The hypotheeie of this thesis is that equity financing for snail 
businesses can be successful* Many snail businesses have been reluctant 
to use equity financing for the folloeing reasonst 
1* Pear of losing centre! 
2* Belief that they are too snail 
3* Overseed by SEC regulations 
U* Misunderstanding of the role of the invoetmnt banker, and 
distress caused by the seemingly high fee 
5* Lack of knowledge about hoe to go about getting such financing 
6* Lack of knseledge where their appeal to the investor lies 
7* Look of understanding and appreciation of the specific advantages 
of equity financing 
We have attempted to ahoe that these fears are not valid for the 
folloeing reasonst 
1* Control in a snail boainaas can be aaIntel nod if the etook la 
widely distributed among the stockholders* It my be widely distributed 
by mans of geographical location, or it my bo widely distributed by 
mans of colling a few shares to a largo number of shareholders. 
2* If stock is widely held, control can be maintained with a smaller 
percentage than 51 par cent. As long as the stockholder is receiving his 
regular dividend, he will be less interested in participating in the nan- 
ageaant ef the corporation. There is also less danger of stockholders 
combining together and using concerted efforts in revolt against manage* 
ment, if stock is widely held. 
3, There are other devices designed to insure continuance of control 
such as the voting trust and holding companies. 
U. The regulations that are required by the SEC are only means ef 
insuring the protection of the issuing corporation and the general public, 
5, The investment banker is a specialist in the buying and selling 
•f securities. He offers expert advice and counsel in the steps necessary 
to guarantee a successful issue. Because of the risks that he assumes and 
the expenses that ha incurs, the fee might appear to be high, but the ad* 
vantages of his services far outweigh the burden. 
6, If a business is able to measure up to the outlined needed qual* 
ifications and float a $300,OCX) issue of stock, it is not '’too small* to 
utilize this avenue of financing. Issues can be floated in smaller do* 
nominations than $300,000. But the smaller the issus, the higher the 
flotation costs. It is suggested that a business wait until it able te 
fleet at least a $300,000 issue before it considers this means of financing 
to avoid the high costs ef flotation. 
7, In Chapter IV this thesis attempted to outline prerequisites 
and procedures for using common stock financing. It is the writer’s belief 
that this chapter will furnish the beginner with sufficient knowledge te 
explore equity financing. 
Ô« The advantages of equity financing far outweigh or outbalance the 
disadvantages and can be enumerated as follows} 
a. It enhances the oredit position of the company. 
b. It improves the market value of the stook equity. 
c. It serves as a source of funds to pay estate taxes and other 
contingencies that may occur. 
d. It improves the working capital position of the company. 
9» The price at which stook is sold can determine the success or failure 
of an issue. In Chapter II an attempt is mads to discuss the factors that 
influence the price of stook. Formulae have also bean provided to serve as 
a guide for computing a reasonable price for stock. 
10. There ere U,000,000 small businesses that comprise a substantial 
portion of ear nation, and at this stage of économie growth in our economy 
they cannot be denied genuine concern. Since small businesses have been 
labeled as the backbone of our American economy, it is important that they 
be kept healthy and growing. These businesses are the means by whioh many 
people share in the distribution of the nation*e wealth. 
Equity financing is a source of capital that can be put to work la our 
economy to produce mere wealth. It is said that an average of $12,000 of 
capital is required to create a job. Mr. Weaver pointa eut the foot in 
his article entitled, "Equity Financing for the Small Firm," "If 10,000 
of the 100,000 nail companies that might need end benefit from publie fi¬ 
nancing would sell public issues averaging $300,000 each in a course of ten 
years, up to $3 billion of capital could be put to work in the economy. 
Since it takes an average eg $12,000 to create a job, there would be the 
possibility of stimulus from 2^0,000 now jobs." This means of financing 
could contribute more to employment and the American economy as a whole, 
% 
if email businesses would accept the challenge end share in the advantages 
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